


Institutional Archive of the Naval Postgraduate School 


Calhoun: The NPS Institutional Archive 
DSpace Repository 


Theses and Dissertations 1. Thesis and Dissertation Collection, all items 


1982-12 


An assessment of factors which motivate 
Navy contractors 


Jaggard, Michael F.; Cartwright, Howard Jr. 


Monterey, California. Naval Postgraduate School 
http://ndl.handle.net/10945/20079 


This publication is a work of the U.S. Government as defined in Title 17, United 
States Code, Section 101. Copyright protection is not available for this work in the 
United States. 


Downloaded from NPS Archive: Calhoun 


Calhoun is the Naval Postgraduate School's public access digital repository for 


| (8 D U DLEY research materials and institutional publications created by the NPS community. 
«ist ae Calhoun is named for Professor of Mathematics Guy K. Calhoun, NPS's first 


NY KNOX appointed — and published -- scholarly author. 

ies) LIBRARY Dudley Knox Library / Naval Postgraduate School 

411 Dyer Road / 1 University Circle 
Monterey, California USA 93943 





http://www.nps.edu/library 


a" ne 
ean 


. 


=" 4 


sl 
Fire vt 
ra r] 

i Ys 
“a ~ 


vl) ete 


eae 


ea 

a. 
it nm i 
rl eal 


\ i " 


Soin ike 
ay 


fs Dea 


it 


Ut ' 


e 


rl 
' 
ry 4 
oe 


t : 


~ 
) 
re 
Pome 
ei 


Pat 
eo 
| 


a 


ea! 
et 


ha 77 
aa 


7 F 


: ' 
ed 


— oe =f 


| 4 | ’ wt 4 oo i . He ' ' 


i , 


e ee i 


7 iH 
seat i 1? ' 


7 " i 
Ae 
i) ' " 


of /EAUUT ESE 
ita ~ 


ASUS 


t af ae 

si aey 
s 

ap ae 


Nth 


~~ “\ 


Lie 


bik 


| 
4 5, i 
if i i 


ar af 
—  & & | 
s ‘7 














NAVAL POSTGRADUATE SCHOOL 


Monterey, California 





SacoatS 


Apeeeseessmenc ot Factors Which 
Motivate Navy Contractors 


by 
Michael F. Jaggard 
and 


Howard Cartwright, Jr. 


December 1982 


inesmemedyi1sor : dw berequast 





Approved for public release, distribution unlimited. 








UNCLASSZELED 


SECURITY CLASSIFICATION OF THIS PAGE (When Data Entered) 


REPORT DOCUMENTATION PAGE 


2. GOVT ACCESSION NO. 


| 





READ INSTRUCTIONS 
BEFORE COMPLETING FORM 
3. RECIPIENT'S CATALOG NUMBER 






4. TITLE (and Sudtitte) S$. TYPE OF REPORT & PERIOO COVERED 
Master's Thesis 
December 1982 


6. PERFORMING OAG. REPORT NUMBER 


An Assessment of Factors Which 
Motivate Navy Contractors 


AUTHOR e) | — | 8 CONTRACT OR GRANT NUMBEA( a) 
Michael F. Jaggard 
Howard Cartwright, Jr. 


- PERFORMING ORGANIZATION NAME AND ACORESS 10. PROGRAM ELEMENT. PROJECT, TASK 
AREA & WORK UNIT NUMBERS 


12. REPORT OATE 
December 1393872 
13. wMUMBER OF PAGES 


fa 


18. SECURITY CLASS. (of (hte report) 


Naval Postgraduate School 
Monterey, California 93940 





CONTROLLING OFFICE NAME ANO ACORESS 





Naval Postgraduate School 
Monterey, California 93940 







NCY NAME & ACOORESS(I! dilierent irom Cantreiling Olfice) 





Webs s irawed 






Sea. OECL ASSIFICATION/ DOWNGRADING 


SCHEOULE 





16. OISTRIGUTION STATEMENT (of thte Roeper) 


| Ep PpROveGwemeit public release, distribution unlimited. 


. OISTRIBUTION STATEMENT (of the ebetrec!t entered in Block 20, i! different trom Report) 


SUPPLEMENTARY NOTES 


- KEY WORDS (Continue an reveree side ii neceeeary and identity by block number) 


Sonersencor Motivation 
Pomeractor Incentives 
Pontrraeror Godqls 

Contractor Objectives 







ABSTRACT (Continue an reverse side if neceeeary and identify by bieck mamber) 








The current Defense Acquisition Improvement Program (DAIP) 
has focused renewed attention on many of the perceived manage- 
ment problems in the federal acquisition process. Included among 
Piesemcd en the MOtivation of the contractors and the methods used 
to incentivize contract performance. This study examines the 
complex array of factors which motivate Department of the Navy 
(DON) major weapon system contractors, contrasting these factors 









DD ah on 1473s €or TION OF | NOV 6818 OBSOLETE UNCLASSIFIED 


S/N 0102-014* 6601 | ee ee 
SECURITY CLASSIFICATION OF THIS PAGE (When Data Entered) 


+. 





WIN adi ole bo Ly lL) 


ener eee eee eee aa ne, 
SEcumMry CL s6SiFIC ATION OF Tumis PAGEWren Nore Katoved 


with current DON incentive contracting practices. 

The authors found that there are many contractual and extra- 
contractual factors other than profit which motivate contractor 
behavior; that current incentive contracting methods are gener- 
ally perceived to be effective; and that the best way to improve 
the motivation of the contractor is to reduce the impact of the 
forces which tend to inhibit good contract performance- which 
are collectively referred to as disincentives. 


DD Form 1473 


Jan i3 2 UCase Lr LED 
s/N 0102-014-6601 


DT OI EI BE 
SECURITY CLABSIFIC ATION OF Twi PAGE(MRen Date Entered) 





re ee re re Se teenie mee cate em pen er CS I OLE CL ATE a y= ner a NS 
ae _ 
- 





MEPRevVed cob  OWpltcG release; distribution unlimi*sd. 


An Assessment of Factors Which 
Sotivate 
Navy Contractors 


by 


Michael F. Jaggard 
Lieutenant Commander, United eas 


Navy 
BeA., Texas A & I University, 


= 
o7 


ab 


and 


Howard Cartwright, Jr. 
Lieutenant, United States pe 
Beioens University Ot Mississippi 976 


Sibi teaman Ppabtial £ulfilimens of the 
requirements for the degree of 


MASTER OF SCIENCE IN MANAGEMENT 
from the 


NAVAL POSTGRADUATE SCHOOL 
December 1982 


A 





iIRr 


ABSTRACT 


The current Defense Acquisition Improvement Program 
(DATP) has focused renewed attention on many of the 
perceived management problams in the federal acquisition 
process. Included among hese are th2 motivation of the 
Sontracters and the methods used *2 incentivize contract 
performance. This study 2xamines th2 complex array of 
factors which motivates Department of the Navy (DON) major 
weapon system contractors, contrasting these factors with 
miimcrene DON preertive contracting practices. 

The authors found that there ara nany contractual end 
extra-contractual factors other than prorit which motivate 
meurradcumOsmechaVion; chat current insentive contracting 
methods are generally perceive 
the best way to improve «h: 
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mae RESEARCH OBJECTIVES 


The Defense Acquisition Improvement Progran (DAIP), 
Pnititiated by Deputy Secretary of Defense Frank Carlucci in 
early 1980, has once again feccused th2 attention of nearly 
everyore who is a player in the federal acquisition process 
on the many perceived management problems contained therein 
meet. Tj. Although improving the motivation of Department 
Seebefsnse (DOD) contractors iS not soeciricalily stated as 
Gene of the primary purposes of the program, at 
of the thirty-two initiatives were designed to do 
In a study completed in early 1981, by the Army Procurement 
Research Office, program instabiiity, inap ONG 


type, and excess socio-economic re 


WQ 


u 
as major disincertives by Defense contrac= 
Beethese are direct subjects of ind 

Meets 2]. Additionally, many of the initi 
@eeectiy concerned with tha methods of inc 

Memos acts LOT the purpose Sf improving contractor on 
(e.g. the word "incentives" appears in <h 


. Ss 
Mmemeenen). While this study is noz directly concerned with 
<th2 DAIP, it does focus in somé considerab O 

= 


S 
MeeeVatiOn and incen=ivization of major Defense contractor 
@eganizetions, and hopefully will provide some insigh*= into 
Mee, DOteNntial effectiveness of the orogram in this area. 
Over the years many theories have been developed about 
mee tO Mc=ivate groups and organizations chrough the appli- 
@e-20n Of goals and objectives. Fron the "Scientific 
Management" approach cf Frederick W. Tayior through "mnanaade- 


ment by Objectives" originated by Ps? 
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concept of strategic planning currently in vogue, many 


Syanizectonal behavicrists have attempted to identify th 


D 


ideal method of managing 32n organization. <A commor thread 
in all of these management systems is the starting point: 
defining the goals and/or »sbijectives of the organization, or 


planning. In the words of one writér, 


Ww, .-Ofgani Zational planning has primacy over the 
other caer Mime lSee@a., ©= gan Zing, leading, and 
controlling, because these management Functions Operate 
Preeye-Ouecarney Our che Gecisions 3 pianning. 
ee edlannin Focuses i= 2c esireon Se OUL ObganiZacion on 
its goals. J 


It would naturally follow that the best way to motivate 
@an organization would be t) help it achieve these goals or 
cbjectives. Toward this 2nd, the Government has developed 
and implemented many different incentives designad to better 
meeevatcemwies CONtractors. All of ths recent press state- 
memes Cercerniing the lack Sf productiv 
MmygduStry, and the shrinking of the industriel base, would 
Seem £0 ondicate =nhat something is not werking. The purposes 
Memmi co =eScearch 2S tO ettsmpt =o identify the factors which 
serve to motivate Department of the Navy (DON) najor 


Dd 
menmtractOrs, and compare these factors with the incenti 


ie 
iD 


Mae senc-ly being utilized by DecN contr2cting offices T 
Te s2S Will also compare the opiniors 9 

to she relative priority of the goals and objecti 
Government. We also hope to both validate <zhe na 
Sions of some recent ae and +2 suggest some 
Sal cent government contracting proceliures which wiil imprtecve 


Be) Jovernment-ccrtractor relatiorship. 





Be RESEARCH QUESTION 


+ 


Given the preceding general objectives, the folicwin 
rimary research question was posed: What are the major 
faztors which motivate Department of the Navy contracots, 
and what is their relatives priority? 

The following ancillary research qu deemed 
pertinent in addressing the basic resea 
p 


1. What is the perce: 


a Oovernment 
CONne nace) Object 


3. What is the perceive 


d 
2 
vo now does DON current ly incentivize its contractors? 
3 iyed 
GONCEace LNG ~_ncen=iv e 


effectiveness Of DON 


S 
4. How can DCN bettsr motivate i Se Spo es =boee Rs Ough, =he 
= 


contracting proce 


Cs SCOPE, LIMITATIONS, AND ASSUMPTIONS 
1. Scope 


After reviewing available literature on the subject 
PeeGOut>actcr motivation, particularly recent government- 
Bponsored research reports, the authors concluded that the 
Scope should be Jimited to Department of the Navy major 
Weapons system acquisitions. fhe decision to concentrate on 
Bere Was based on ne fest that ali of the pricr studies had 
concentrated almost exclusively on *h2 Departments of the 
Boemy and A={= Force. One of our subor ate goals was, 
therefore, to compere results among “he services and draw 
conclusions about the Department of dJafen ( 
whole. The concentration on major wzapons svste 
Mens Was a deliberate decision based or the authors! firn 
Memeeer that federal acquisition polisy is driven by, and 
designed to support, the interrelationships of the govern- 
ment and its major suppliers. Although major systems buys 
BepoSsent a smail portion res ote DCOGUrSMsers 2c llcns 


om 
Meee DOD, they do constitute the najority of the dollars 


10 





Spent cach year {Ret.s 4}. Policy changes, therefore, azs 
designed primarily to improve the major weapons systen 
acquisition process. Recent examples include OM3 Circular 
A-109 and the current Defense Acquisition Improvement 
Program discussed previously. This belief may be more 
appropriately characterized by some as an assumotion, bur 
either classification will suffice provided the reader is 


aware of its implications. 


2 1ishuleseheetie 


The major limitation was the size of *th2 surve2y 
samples. For a variety of reasons which ccu 
summed up =c expediency, the authors intentionally limited 
the size of the samples to between 3) and 50 Soe 
meomecach .Of £hE twO populations, DON Contracting Officers 
and their counterparts in industry. Because ofr the Central 
Limit Theorem, hewever, w2 felt that the statistical anal- 
Men> Gf che data would not be biased nor invalidated by wh 
mignt be considered an inadequate sanple size (see Chapter 
mie) Section A). 

Another self-imposed limitation was the Llengt 
the survey. Because of time and monzy constr 
authors cecided to conduct the survey by tele 
the Length of any one cali to between ten end 


- 
Minutes. This decision restricted the number of question 


(D 


which could be asked, and in some respects helpsd determin 

tha format of the questions. wea do fa 

Sasa ODtained is sufficient to support o 
S 


rescmmencations and answer «he basic re 
3. Assumpticns 


In addition to our assumptions regarding major 
Meapon Systems vis-a-vis f2derai acquisition policy and «h 


CeMtrai Limit Theorem discussed above, =zhis study assumes 


= 





that the reader commands 2 general knowledge or basic famil- 
Piet yew=th OOD conthsacting language and the Defenses acqui- 


sition process. 


D. RESEARCH MET HODOLOGY 


The research methodology utilizeji in this study 
consisted of two baSic components: (1) development of a 
literature base, and (2) a survey of DON major systems 
program personnel and their counterparts in industry. The 
literature base was compil2d mainly through the Defense 
Logistics Studies Information Exchang¢, zhe Naval 
Postgraduate Schooi library and a review of various journals 
ani periodicals which concarn themselves with the federal 
meqiis2220n PEOCESS. ~The data collezttsed from the questicn- 
naires is presented in Chapter IV and the questionna 


themselves are ircluded as Appendix A. 


E. ORGANIZATION OF THE REPORT : 


= Og Nee nS 


i | 
(D 
$v 
(4 
ib 
ry 


Mme ESdOrT azzemprts =o take the 


Sup ject at hand in tke mest logical ndanner possible. 


( 


Chapter iI presents some basic background information on 


Meee vacional theory, con=rtactor objec: 


} 4 


Vv 
objectives, and a brief discussion on the DeFfanse 
meen enveronment. Chapter IIlI is 2 current perspective of 
DOD incentive contracting, particularly as 

in the DOD and NASA Incentive Contracting Guide. Pertinent 
excerpts are presented in Appendix 8. This will pr 
beckground from which one can nore easily review the anal- 
ySis of the survey Oye oe ee oe Se WeSca in) Chapt: 
miechapter V, We will offer our Mclissons and 


recommendations. 


2 





II. BACKGROUND 


A. MOTIVATION OF ORGANIZATIONS 


Motivation is defined as that which causes, channels, 
ana sustains an crgarization's behavior [Ref. 5}. 

Mimen ¢ S2Ore peo becte™ UNnderstarid the factors that 
mieitence DON cOntracitor motivation, the authors firs+ 
studied several motivational thsories. Organizational noti- 
meaetOn WaS intensively studied by Bltor Mayo during the 
pericd 1927-1932 at the Hawthorne Works (Chicago) of the 
Western Electric Company. Since thea, many different 5 
ioral theories on motivation have been developed. Three 
the most widely accepted are presented below. 

Perhaps the most renowned motivational theorist was A. 
H. Maslow. He studied the needs of the individual and 
conciuded that man attempts to satisfy needs in she 
following order 

Ween vysical needs (f02d and water) 

mameoare:y Needs (sheltsr, physicil proteczion) 
- Social needs (nead to belong) 


3 
UW. Egotistical needs (n2zed to obta: 
5 


2n respect) 
; self actualization (the desire to become everything 
emiomone 1S Gaepebl= Of becoming) fRef. 6] 

Preagsten Her Zberg's Sat iSfier/dissatisfier cheory on 
motivation claims that factors affecting worker performance 
Serpe be divided into two groups. Satisflier factors are <=hos¢ 

do 


Meme premo te feeiings of job satisfaction an a2 
things as recognition, achievement, r2asponsibility, and the 
possibility of growth and advancemant. The dissatisfisrs 
are those factors that do act by thenselves promote Job 
Satistaction, but if not oresent, can lead to job dissatis- 
iezl On. Examples includ> pay, early 2rement, job 


ret 
security and satisfactory home lifes. [Ref. 7] 
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WiIceorNVrCem- another noted behaviozalist, stated thax 
the strength of a person's desire or aversion for "some- 
meaeng® 26 founded net onMits intrinsic properties, bur on 
the anticipated satisfaction or dissatisfaction associated 
with other outcomes to whith they are expected to lead. 
[Ref. 8] 

These, and other motivational theories studied, expléein 
behavicr in terms of either seeking the satisfaction of 
goais, objectives and neeis, or through the avoidance of 
uniesirable outcomes. Th2 next section looks at contractor 
objectives, a necessary st2p in an affort to determine what 


Bae the@ractors which motivate chen. 


Be. CONTRACTOR OEJECTIVES 


GOrs=acecor OD\JEctives can 
Djectives and lcng-term s 
3 


O 
Sacmeclated =h that £he c 


cies llective objectives of 
Ber cormirng all Gcvernment contracts nust reflect the overall 
dong-term corporate stratejy. Previsus research has shown 
mie Frl=ms have indeed mor2 objectives than just profit 
/meere 2). On any one contract, Coe ace Or Could hnave ‘a 
mumber cf different objectives. This study will identizy 
these contractual objectives and “ry *9 determine what can 

SPeO oie 


Bepdene ~O Satisfy them in an 2ffor*+ - 
Syetall contract perfcrmnence. 

muse Wow SefO0ng 2S 2h= prefit objective? Rk. N. Anthony 
Bernts out that managers strives for satisfactory profit 
Poe nb han MaXi mim proriz. He states tha= in addition <o 
Mmeetgevery dirricul= \*o achieves, strict vrorit naximization, 
[me practiced, would be unsthical and immoral. For example, 
Meeolt Maxims Zation migh® Sncourage the contrector +o take 
ev2cy possible cest-Saving shortcut 219% expressly prohibited 
Peder the contract. [Ref. 9] 





Mougestaom wLOrdo, Whac are ths primary contractual 
objectives of the government contractor? Company growth, 
provide a good product, market share, develop new skills, 
guarantee of follow-on work, risk aversion, "mastery" (a 
desire +o control one's own destiny), safeguard proprietary 
Meectesesc, flexibility to cusztomer, utilize excess capacity, 
and improve cash fiow have all been cited as prime business 
objectives [Ref. 2]. 

There are basically three researth metheds or detar- 
feeeing =he Contractual objectives of a contractor for a 
PmeciLii1c contract. First, a post-performance review of 
contractual outccmes and associated benefits *o e 
Monet actor Can be conduct3i. HOWSVE8L, ees Orly Ld=h. eles 
HnOse objectives that war2 attained. JftSsr, contractual 
Spyectives are not fulfilied and occasionaliy additional 
Meneraes acerue to the contractor which could be miscon- 
strued as pre-performante contractual objectives. Second, 2 


Mmese Of possible contractual objectives can be provided *o 


p 
ct 
cay 
iD 
4 
wD 
t— 
»v 

} 


MieecOncsactor. He can then pe requested *o rate 
tive importance of each objective as it vertained xo 
Bepecrmance On recen= contracts. This method is more likely 
PemieeGcuzetely reflect cCoOrEractor objectives *han the first 
mesearch method men*ioned, but the authors felt that 
Peevicind a “shopping list" of contract objectives would 
tend to bias the response. After all, the intent o 

research is to determine what the contractor's predetermined 
Genscious objectives in seeking and performing the contract 
were, not which objectives from the List provided reflect 


= 


corporate goals cr happ: POW ete aeeRerough contract 
performances. The third possible research nethod of 
identifying contractual objectives renoves this "shopping 
list" bias, and was the method utilized in =his study. The 
eienets Simply asked the sontractor to lis: the top three 


objectives that the firm hoped to attain by performing the 





Pomeeaces enema dadicion £O the actual tesponses, the authcers 
Rei tiem ene abilaty Os otabiliwy sf the contractors ‘to 
quickly provide the top three contrattual objectives would 
be a reflection of the foll owing: 

Jo How conscious are the contractor 


cont ractual objectives as oppose 
rate goals? 


ull 


co hoo 

eae How actively are thea contractors pursuing attainment 
of these contractual objectives? 

3. How important are the objectives? 


ieee whatelevels within the contractor organization ar 
these goals made clear? 


AS previously mentionad, once contractor objectives have 
bean identified, contractor performance can be enhanced if 
the Government helps in tha fulfillment of these? objectives. 
Mas) collowing section discusses the Government's contractual 
objectives, the DOD contracting environment, and their 


meet Onr cne CONtracToOr'sS ability t>5 attain his objectives. 


C. GOVERNMENT OPJECTIVES 


The Government, like the contractor, has many varied 
Opyectives on any given contract. These objectives may be 
classified as either convtractual objectives or 2xtra- 
contractual objectives. fhe following are the three primary 
Government contractual objectives: 


fe Obca2tning the exact item or Seas Gatwed fOr “2-2 hs 
Specmatcareon>s Of che CONnED2C— 


Peeeeo brea sanm Ing 2c at a fair and reasonanole price. 


BempeeetTsuring cn=-ctime dalivery. 


Extre=contractual opjectives pertain primarily to those 
socio-economic programs which are = mented through «he 
contracting process. For 2xample, suall and disadvantaged 


business provisions, labor surplus set-asides, employment of 
the handicapped, and preference for domestic material (Buv 
American Act) aré all programs which are implemented through 


mee CONtTraccing process. 
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MiemGorersnment Should Want to enhance contract perfcrn- 
ance by helping the contractors meet theit objectives 
However, as the APRO report points out, there are factors 
which afiect Government contractual b2ahavior other than the 
rational desire *o motivate contractors. This report states 
that the Government is under substantial ledqal and formal 
constraints. Consequently, Government offices have little 
autonomy in conducting operations, tend to proliferate 
formal procedures and controls, and are vulnerable to many 
external sources of diverse influences. Another factor 
which makes the defense contracting environment unigue is 
that «he Government policy and procedures can be susceptible 
to the demands of a number of informal influences (e.g. 
lobbyists) and centractors may buili advocacy for their 
mission +hrough various coastituencies and authorities (e.g. 
congressmen). { Ref. 2] 

Several examples of Statutory and regulatory constraints 
were identified by the APRD report. The fact that formal 
advertising is the preferred method of procurement 
Meee j, Limits the contracting officer's award £ 
meee y Since the contract must go to 
responsive bidder, without examination 
fees isms ted flexibility in sources selection also te 
limit the use of certain incentives. The amount of pr 
Payable to contractors on negotiated procurements is limited 
by the formai weighted guidelines profit determination 
method { Ref. 11J. The Sovernment is restricted in its 
ability *o structure payment provisions. Limits have been 
placed on advanced payments, progress payments, and nulti- 
Pa@@eecOnuracting, all ot which are sffective contract 
Mpeentives. [Ref. 2] 

The implementation of Sovernment programs (2xtrea- 
Pemerectiial objectives) carry an associated myriad of 


Memoatory contractor reporting and data requirements. 





Unfortunately, it appears that the attainment of theses 
extra-contractual Government objectives acts as a disincen- 
tive to contrectors and often precludes the attainment of 


associated contractor goals. 


D. SUMMARY 


The determination of how bast to motivate Government 
Sem -=Llectors Tequires an in-depth understanding of the inter- 
relationship of the contractor objectives, Government 
objectives, and the unigue Defense acquisition environment. 
The Government and contractors must 2lso understand the 
megiearOry COnStraints restricting both Government fiexi- 
Pei y erd availabie incentives to notivate contractors. 
Chapter three addresses th? current DoD Incentive 
memetect=ng POl@ecy, its erfectiveness, and the problems with 


S 
this policy es Lt is now administered. 


i 





III. DOD INCENTIVE CONTRACTING 


A. DEVELOPHAERNT 


+ is stated in GENESIS that where discretion exists it 
is apt to be exercised, ani that to nerely charge someone to 
be a gcod and faithful servant is not adequate to secure his 
performance. The Department of Defense attempts to secure 
Meprormance by Writing contracts whith limi*® the contrac- 
Bee's d2Sscrezion throughout the acquisition process. For 


example, if the nature of the end item limited the contrac- 


( 


memes Gd. Sscretion with regard <9 eouel COSenand technical 


\ 
” 


BerrteorfMance but provided relatively nore discretion 
Beqerdirg cne Gelivyery schedule, then the DoD contracting 
Officer might incorporate a delivery- 
contract in order +o encourage early 
ipceret ye CORTESCtS are by no me 
mere.  SOzh =he WazrShip “@cnitor of tia Civil War and the 
Wright brothers! "heavier-than-air" machine were acquired 
ieee EG GTNCentive contracts. The Monitor 


h 
@ minimum speed, and win its first battle bef 
S 


cre the 
Sen c=ac-0Or Was paid. The Wright brothars received a $5,900 
memes, 2f addizicn to their $25,000 tontract price, when 


mne2= fiying machine excsaied the targ2: speed by more than 


two miles per hour. [Ref. 13] 


Mimocs tama sO —oxpend public Lunds more erflicientiy, 
mae techniques of incentive contracting have raceived ever 
increasing emphasis within DoD since the early 1960's. This 
Seoentasve use of incentive contracts can be directly «raced 
to the efforts of then Secretary of Defense Robert S. 
McNamara, under whose purview the sriginal DoD Incentive 
Contracting Guide was published in 1962. Althcugh somewhat 
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dated, ~he 1969 revised elition of the Guide Temains a basic 
metrerence £OL CUTIEeNnt DOD incentive sontracting policies and 
procedures. DoD has historically relied on two concepts to 
limit the discretion of *ha contractors and encourage then 
to make trade-offs which benefit the Government. First, “he 
Sentrace terms and conditions legally require certain 
S@eeons and Prohibit others. Second, DoD expects the profit 
meats tO MOctivate the contractor to complete the contract in 
amanner that is beneficial to the Government. Thus, as 


Seated in the Guide: 


ee eo o nme O eV as pche essence of incentive 
PeOmtede-ing. | Incentive sontracts utslize the drive fer 
Memaneaat Ga=n Under £isk Conditions by tewarding the 
eon eeacto sere cugh Peer otisea PrOra tu fOr 2@tcreini ag cost 
(and sc me7imes pérformance and schedule) levels more 
benerticial for the Government than oe eee Castes 2c 
by penalizing him through reduced ae for less than 
(target) expec: 2 levels." (Ref. 


The Guide also recognizes, however, that other extre- 
Semetmac-eual facztecrs can b3 Significant motivators to “he 
Defense contractor fase 22 cluide growzh; few produc = . 
development; prestige; improved public image; social 
spprOVal; national defense geals; potantial for follow-on 
Bisiness; commercial applistation; 2xr>ess capacities; 
mle reaesed Profits on Other contracts tnrcugh shared over- 
head; and excelling for tha sake of excellence. (See 


meena x 3). AlSO, accoriing to che Guide, DoD "recogniz 


j 
"A 


mae COn~factors will, generally, optimize- not maximize- 
Meeeeec.” Th-=s £ollows Herber= A. Simon's theory that a 
BeelsSion Maker caenno+ pretend to know ail possible options; 
ax best he can only satisty goais, not maximize then 

[Ref. 15]. The Guide reconmends chat when non-profit 
MOt=VesS aze apparent, they should be considered in the 
Se=eUCtTULTE Of incentive contracts. But this recommended use 


meme XCLa—-COn=rectual motivators is limited since such 
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BaetOrsrceseo Green beyond =the control of the DoD contracting 
officer. Their recommended use has not been incorporazed 
into the Defense Acquisition Regulations in any significant 
Manner. 

It was thought by McNamara and his systems analyst advi- 
SOrS, tnat *o harness the profit motive through incentive 
arrangements would improve both cost control and contract 
performance. Prior *o this time, the DoD acquisiticr 
Peecute Was not one of thrift. The urgent requiremer<s of 
BaemKOrean conflict were quickly followed by th= star+ of 
both the exciting and very costly space race and the even 
more expensive nuciear arms race. Conpressed time schedules 
and complex performance raquirements during this period when 
technical risks were extremely high n22nt aqreat reliance on 
the cost-plus-fixed-fee (CPFF) contract type. This tesulzed 
in frequent cost overruns with less than spectacular 
MesiWltSs. The fixed fee of the CPFF sontract, coupled with 
full cost reimbursement, proviied zero incentives for the 
SemtraccOr tO control costs. Fortunately, those with 
sounder management backgrounds saw that such contracting di 
not differentiate between good or bad performance, cr vroper 


management contzrcl of costs and 


= 


a 


{n 


2. The emphasis then 


A 


shifted to the other end of the risk spectrum with encour- 


m4 


agement ror expanded us2 or «he crm-fixed-price (FFP) types 


or centract for major weapon system development. Defense 
Contractors were enticed py the reduced risks of *he newly 
deveioped total fackage procurement concept. This was an 
PeeeOEt if: Which @he developer, by his participation in the 
Mieeeiat competetion, was 2ntitled #o substantial production 
quantities downstream. Th2 stated objectives, however, wers 
not met because contractors made substantial production 
commitments +o méet contract delivery schedules before 
@esegn and cos= efforts were complets. The result was 


extensive, and costly, redesign and rework. [Ref. 16] 





Piicmaiemgquche carly i960"s, the official DoD policy 
was changed to encourage the increased use of incentive 
MemeGaces, and this policy 2S basically the one being 
followed throughcut DoD alnost two decades later. David 
Packard, former Deputy Secretary of Defense, reiterated «ne 
DoD position in 1971 in the fall issues of the Defense 


Management Journal: 


"yy firmly teliieve that development contracts for new 
weapons systems shouid almost always be cost incertive 
Memeaac=s, Wiici provide che flexabiliaty necessary for 
sound development. Further, simpit incentives can be 
fieeievomnewald 2 contractor for good pezfomance and to 
memaleZe Haim £¢r a poot one..." [Ref. 17) 


( 


—_ @ 


NWeomeeated 2M ene Ant=oduction of this study, this 
O 2 u 


emphasis on incertive contracting c 


Be. CURRENT POLICY 


RM ——mCUGEeM sO policy tO US= 2 SOnRtract type that is 


pregram development and its 


th 


consistent with the stage o 


I-h 


4 


aopropriate 


ete 
iD 


inherent level of risk. CPFF can p2 ¢ 
contract type when a high degree of technical and cost 

Macer tainty exists. Once preliminary exploration has been 
accomplished, and the Government has generally determined 
performance objectives ani schedule, the arena of incentives 
@Sencracting can ke entered. SsuaeNean= Of Controlling ccs: 
mee MPCCVing contract periormance, the contractor is 
expected to share the risk associated with the respective 
meege Of item development. By harnessing the contractor's 
PeotlLt motive to work toward effective and efficien« 
Mmemtblact performance, it is assumed that the contractor will 
accept ever increasing amounts of risk as uncertainties 


diminish. Evenzuaily, he will 


iD 


ach «he point where h 
ww 


re 
assumes almost ali risk, 23 would be «he case in an F 


tJ 
it 
n< 
'o 
1) 


MmmmecoOmMtract. At this point, assuming the contractor : 


(1 
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profit oriented, he would io everything possible to mininize 
Sosts, sesuliing in comtrace performance at ob below carget 
ost, With an end product which met or exceeded stated spec- 
ifications. Between these two extremes of cost and 
mechanical risk and uncertalinty- FFP and CPFF- lies thea 
greatest challenge for 2ffectively motivating the contrac- 
tors. Herein lies the arena of incentive contracting. 


The Defense Acquisiton Regulations (DAR) state, 


of business 
nsure that 
crmance is 

y nediocreé 
Ss to losses." 


Wipoueme generdiiy, 1s the bas:c motiv 
PeecClLPEIsSe... The objective shouli be to 
epee ocr angry erftect2ve and economical per 
met by high prorits, mediocre performance. 
Peotits,, and pcor performance by low profit 
[ Ref. 8] 


+ Ott) 40D 


Recognizing DoD desires =o pay £9r perfcrmance in «his 
Seerelative manner, and *9 assign ton*rec* risk as 4a func- 
mom Of end item definition, the DAR has been written to 
Meovede fOr a Variety of contract types. This allows for 
memeractUual ~eélationships whessin the contractor can provids 
a good product, and at th= same tims effectiveiy minimize 
Memes pean GCLfoOrt £6 maxim2z> orofits. Theoretically, the 
Pelcerac=. Can be structured by both parties so as to equit- 
eemey Shaze z=he risk, and znis sharing would continue in 
Memlow-On Contracts to th= point wheres specifications ard 
Gest E€Stimates are sufficiently solidified and an FFP 
contracc can be successfully employ2i. The best and most 
mempteze description of tha varicus contract *ypes can be 
mound an Section III of tha DAR, but 
Seudy ~he general guidelines referenced for use in «he 


incentive contracting environment ars listed below, as spéc- 


meped ir the DoD Incentiv2 Contracting Guide: 
WS rixed=Price-[ncentive-Fsee (FPI) (Cost Incentive Only). 
Appropriate where confidence in achieving performance 


top 
esnutgh and cost and téchnical uncertainty car be 
son 


Zs 





2. Fixed-Price-Incentive-Fee (FPI) (Multiple 
Incentives). Appropriate where improved performan 
is desireé and technical and cost uncertainties ca 
be reasonably identified. 

3. Cost-Plus-Incentive-Fee (CPIF) (Cost Incentive Only). 
Appropriate wher? 3 given lavel of performance is 
desired and confidence in achieving that performance 
level is reasonably good but where technical and cos* 
uncertainty is excessive for use of a fixed-price 
incentive. 

4. Cost-Plus-Incentive-Fee (CPIF) (Multiple Incenzives). 
Appropriate where 2xpectation of achieving an accep- 
table performance is good but improvement over that 
level is desired and where technical and cost uncer- 


mat eees wore excess: ve For us= cf FPI. 


fds 
{ e 
{ 


5. Cost-Plus-Awerd-Fee (CPAF). aAppropriate where co 


wi! 
tions for use of a CPFF are present but whers 
improved pericrmance is also issired and where 
perficrmance cannot be measurei objectively. 
[Ret. 14] 


[Pree pts ana FPL cortracts the share ratl 


used to determine the Government and contrac 
bility for cost. This provides the neans te increase or 


Beemease =he profit Of the contractor 2s a functior of the 
est tO he Government. fhe limitation of a ceiling price 
memimposed Under an FPE contract, while CPIF contracts limit 
the sharing over a range 2f incentive effectiveness (RIE). 
Meer ODjecctives cannot be measurec 22asily, but it is felt 
miac PEefl[Ormance car be incsentiviz = 

provides for a subjective (and unilateral) evaluation 
process to determine award. Consequently good oerformance 
By the contractor (as interpreted by he Government) will 
lead te a high award fee, and poor performance *9 a lew 


award tee, or 2 penalty. As indicated above, both CPIF end 
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FPI contracts can include multiple incentives on @ conmbi- 
naton of cost, perfcrmance and schedule (but all must 


include a cost incentive). The Guid2 states, 


ee pence itive GOncracting combines the motiva- 


fom £02 e«Schnclogtcal progress, timely delivery, and 
PeerecCt=ve Cost Gam=rol With the ultimate opject of 
attaining an appropriate balance between performance, 
mevedule and Ccst control-—- not necesseari *he lowest 
mest ODVToOusS iy, in. cost only incentives, th= emphasis 
is on the stated perfornance achievement at the lowest 
cost." [Ref. 4] 


MieCOLeEAcadI tr V¥,na PEOPsElLyY Structured contract skouid 
communicate the Government's objectives to the contractor. 
The objective, therefore, 2f multiple incentive contracts is 
+o encourage appropriate trade-offs between cost, schedule 
and performance which will vield maximum benefit to both 
Bee tes., T= iS Worth repeating, howaver, that profit 
remains the prime motivator in Government incentiv 


een crac*=ng. 


fee, EFFECTIVESES S 


Anv general wunderst2andirg of DoD incentive contractin 
would be incompiste without at least a summary overview of 
Mme percei:ved effectiveness of this ztontract type. Altheugh 
assessment of the effectiveness of inacentive contracts is 
Memecone Of ane objectives of this studv, the authors found 3 
review of this area most h2ipful in preparing and analyzing 
the survey. Since the effectiveness of incentives as 
meén<=s of mo*ivation cannot be measured simply by examining 
me@mceaecc results, the authotTs examined instsad the results 
of several excellent prior studies in this area. While not 
all of these studies resulted in exactly the same findings, 

which 


h mOoS<t of the 
Sagueec.m o2% Of he 


the ten presented herein are ones with 
Seed. eS Gither ccncurred or did not di 


® 
¢ 


BemeGangs reflect unfavorably on incentive ccntracting: 


a5 





et 


The 


Puen a—-Con craceial cDnS2deratixsnrs dominate over profit 
Or fee. A contractor rarely sesks *o maximize proit 
GHitema the Shomee. cun Cf a Single contract. 

Incentives have not been significantly effective as 
PEoeecot2oOm agains. €OSt growth On Major programs, 
even when such growth has been adjusted for high 

ie at 1 Ot. 

Contractors establish internal upper limits on 
prot-cs on Government contracts, primarily to avoid 
the appearance of profiteering. 

Dmecemeiyves are Costly tO negotiate and administer, to 
both the Governmenzt and Contractors. 

GCen-raceors Well ">t Sacrifice periormance attainnen 
LOMPEOnt-.m PerEOLMance 21S Sf Such paramount imnport- 
tance to company image and future business 
Aegiiseeeens chat ai] paerkormaace incentives provid 


meee loo any, 2012 2lonal motivation to the 


ften impossible to pass incentive moti 
momenew ecole WhO Satry Out ths con-ract eff 
day-to-day basis, orimarily because it is di 
meececlate indivedual activity with any speci 

Conic ct. 


MoeeeerOUur ©1hGIngGS telate £5 the favorable aspects 


emcen=:Vves: 


oz 


ieeomeave=s GO HOt WOrk to the disadvantags 
Government. When a contractor discovers 
Preceleayc 2hrengemsnts 10 not correspond ¢t 
Government's interasts, he igzrores the i 
BMGetEaves SEbVe €9 discipline the planning efforts 
of DoD personnel. dAhen an incentive arrangement is 
tO be negctiated, r2quirements analysis is mors thor- 


ough and the work statement iS more pracise. 





9. Incentive structures more clearly communicates “he 


2c 
Government objectives to the contractor. 
10. When it is possible to associate the activities of 
| PnCaeedWwate workers With Specific contracts, incen- 
tives provide a us2ful motivational tool. 

There is, in summary, no compelling evidence that incen- 
mave contracting is working. Most Government contractors 
have such strong motivation +o emphasize performance attain- 
ment that performace incentives may b2 unnecessary. The us2 
of incentives has, however, produced more thorough 
Government acquisition planning and more compicete and 
precise communication of procurement objectives to thea 


Sontcactcr. [Ref. 19] 


D. CURRENT PROBLEMS 


If one accepts the overwhelming 2vidence that incentive 
BOmccoact-ng iS not effective, then one mus* naturally wonder 
What the problems are. In the cours? of researching this 
question, the authors found common agreement on two major 
problems. First, the Government has never been very adept 
at determining an appropriate target cost- an essential 
ewement CL all incentive contracts. [If the target ceost is 
meemeiadgr, there can ope little incentive for the contractor 
memnreduce costs. The resulting underruns in this case wiil 
be unrelated to any real cost savings or increased effi- 
ezency. On the other hand, if target cost is tod low the 
Se@mtractcr stands Little chance of mast WoenOus< 
momacting produc* quality and contrazt performance, and will 
eventually ignore the incantive. It is apparent that ore 
meee crrec ive incentive contracting is to obtain real- 
Bseeic ¢Stimates of target costs, preferably through 


competition. 
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tems ecenaq majo= problem, Which is more difficult <o 
deal with, is DoD's basic polisty that in order for incentive 
contracting to be effective, defens= contractors must be 
motivated primarily by extra profits. This policy ignores 
the extra-contractual motivators which may be of more para- 
Moumt impors~ance =o the contractor, and it usualiy conflicts 
with the Government's objective of minimizing procurement 
ests. This brings us to the basic question which this 


aae fic fac2eo=ns Which 


cr 


research was intended to address- Wha 
motivate defense contractors? The last two chapters will 
pr2sent our evidence and siggéest som? answers to what hes 


Sy 
Meoven =o be a very difficult question. 


Zc 





IV. PRESENTATION OF SURVEY D 


| 
3 
[i 


A. INTRODUCTION 


As was discussed in Chapter II, «here are many factors 
other than profit which serve to motivate Defense contrac- 
Mors. Despite this fact, the Departnent Of Defense rarely 


Becempts =o include any of these factors in its contracts as 
9 


Bemeans of incentivizing the contractor's performance. As 
was shown in Charter III, profit remains the essence of 
maeentive contracting within DoD. Although the DoD 

the 


imcentive Contracting Guid=s reccgnizes Xis 
these other factcrs, it describes them as “extra- 
contractual" factors and nakes no attsmpt *o identify 3 
means Of utilizing them in an 2ffort +9 motivate the 
mewcraccoOr =hrough the incentive contract vehicle (see 
Appendix B). This apparent inconsistency is what stimulated 
ene authcrs’ interest in the subject, and formed «he basis 


Bere OUur primary Sazem ques< on. Ana le Our Original 
+ 


th 


e 
es 

SemeeWwes =O CONduct the survey fron the perspective of the 
Vv 


| deo 
MD 


Smear e Ded, our tre wor the available research revealed 
that a void existed only with respect <t9 the Department of 


Reames 6) Ofaer <O £i:11 this void, and =o compare our 


pb 


merUltS with those of prior surveys, she authors intention- 
ally limited the range of respondants *o DcoN major weapons 
eee m DreCGram Offices amd thelr respective contractors. 
After a brief discussion 9f the survey development, we wiil 
present che data in three iistinct aces. The £i7e= 
section will be an independent revie 
characteristics of the population samp 
section will display and discuss ths rs 


S 
Geete-20nsS dealing with contractual goals and objeczives, 
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incentives, and disincentives. The final section wiil be a 
purely subjective analysis of the responses to the last 
survey question. Although a survey 9f the entire population 
would have been theoretically ideal, practical considera- 
tions dictated otherwise and we sought only to achieve a 
sample large enough to permit extrapolation of the data to 
mee whole population. Tfh2 basis for doing so is the Central 


Limit Theorem, which may b= stated as follows: 


If n (the sample size) is laz=ge, <h: theoretical 
Palio rae set bu stOn OF the Mean Scan be aporoximated 
ciosely with a normal distribution (Ref. 20]. 


Bhe@seekeoremn 2s GE Eundamen lal impottance in statistics, 
Since it justifies the usa of normal-curve methods to ¢esti- 
n m 


a) 


mate infinits populations based on the results of sé 
Bmore POmeiton OF the whols. It is difficult +9 say 
precisely how large n must be so that the Cantral Limit 
Theorem avplies, but n=39 is usually regarded as suifi- 
Mmetereyeiarge. Thus, ore Sf OUr corsiderations was to 
achieve @ sample larger than 3) from both subaroups cf «he 


Population. 


Be SURVEY DEVELCPNENT 


Our primary consideration in develovoing the survey ques- 
Tionnaires was, cf course, to znabl> us to answar both t 
PerMary and ancillary rassarch questions. To achieve this 
we borrowed heavily from the ijéas of some of the pricr 
Seuaies, Another equally important consideration was our 
decision to conduct the survey by phone. A review of many 
previous studies which uztilized written surveys indicated 
that an adequate number of responses were obtained only as a 
Beosdit Of an intensive phone follow-up campaign. This, 


coupled with our desire +o receive spontaneous, 
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Meon—attr=.bWctOnal responses, led us to conclude that a phone 
survey would best serve our purpos2s. The implications of 
this decision were thresfold: first, the total number of 
questions had to be limitad because 9f the time factor 
involved; second, the questions had to be structured such 
that the respondents could readily comprehend what was being 
asked without frequent rep2ats; and third, we wanted *o 
avoid providing the respondents with a “shopping list" of 
possibile choices in ordar to preclud=? biasing their 
responses. Our final consideration was a desire to collect 
mee mited amount or background infornation about the 
encoactocrs. This data included: 

1. Company size 

Peeeetcnhatactucsing process 

3. Amount of government sales 

4. Type of business 

Be Predominant contract type 

ba Nercuse of Competition 

Responses to the demographic questions were solicited 
from both sample groups in order *9 j a 
wellji the two parties understood tha basic composition of! 
Mmemecsacccts’ O©rganization, and =o determine whether or net 
differences in their understanding would effect their 
mesponses to the non-demographic questions. 

With these considerations identified, and the demo- 
graphic questions complet3d, the authors then developed che 
questions designed to ae Pao actOonsewhsch mociva ze 
Meee Major contzactors. In order 9 io this the authors 
feeaded =O cOncentrate on three distinct types of factors: 

1. Goals and Objectives 
2. Incentives 


3. Dasancerr .ves 


Sil 





Accordingly, the first two survey questions were 
designed so that the authors could davelop a vrioritized 


mee OL) pCLn GOVernmMent and indttstry contractual goals and 


U 


objectives from the perspactive of both parties. These 
findings could then be compared with both parties!’ percep- 
tions of each others goals and objectives. Next, both the 
contractor and Government perceptions cf the three most 
BREecCective contre ct incentives were solicited. Additionally, 
each respondent was asked for their oerceptions of the top 
mazece faczors which tend <o inhibit tsontract performance, 
Depeh tre authors identity as contract disincentives. The 
Binal question solicited the opinions of both partiss as to 
how the Government could better motivate contractors through 
the contracting process. 

A copy of each survey questionnaire is contained in 


Appendix A. 


Se OURVEY RESPONSES 


Our search fer respondents began with a roster or DON 
meegram Manage=s (FM), Proturing Contracting Officers (PCO), 
and Program Business/Financial Managers (B/FM) associated 
with majcr weapon system prodqrams. cach «ime tnese 
personnel were surveyed, “hey were asked to provide names 
and phone numbers of their contractor counterparts. Some of 
+he Government personnel proviied mora than one name and 
Beene Lumber, which is why the total contractor semple is 


larger than the total Govearnmen= sampl 


(i) 


oS  ineety=fout 


oO 


Government personnel and Forty-two contractors were 
surveyed. The data collected is presented in the next five 


sections. 
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1. Demographics 


More than 70% of the contractors surveyed wers 

employed by large corporations with 32 workforce in excess of 
10,000 employees. One might have expscted that percentage 
to be much higher since the survey was aimed primarily at 
major weapon system contractors, but the sample population 
did include severai companies who wér2 subcontractors. 
Also, many of the companies were very capital intensive and 
would, therefore, have a relatively smaller workforce. Both 
she Government personnel and the contractors yielded approx- 
imately the same reiative vercentag2s in responding +o this 
question. 

Both groups also categorized the companies!’ ma 
eieang process nearly identically. About 41% of the firms 
ars predominantly labor intensive, 15% are Capit 
and almost 43% said they are baianced bectw 
MepOr.,. Many of the latter respondents indi 
that their company was transitioning toward a more 
intensive type of prcecess. 

An overwheiming majority (81%) of the companies rely 
on Government sales for more than half or their revenue. 

As one or the company Vice Presidents noted to the authors 
Memmi gd =12 interview, it is difficult to find a commercial 
Macket ror ballistic missiles. Thar2 was a small disparity 
between the responses of =he two groups on this question, as 
Shown in Table I. The most logical =xplanéetion 9 
d-fferences is the spontan2ous natur= of the surv 
The respondents were not given the opportunity to researc 
exact Iigures on company sales, but rather were a O 
provide their best estimat2s. 

WVem@mooueOL the CoNt=ect Ors indicated that 4a combi- 
nation of production and basic research and devslopmert best 


described their type of business, with preducticon being more 
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TABLE I 
Government Sales as a Percent of Total Contract Sales 








— a Tao mene age =f 
Govt. Sales Ones ctor Government 

| (percent) Responses Responses { 
| { percent) (percent) | 
10-49 19°50 Whe S { 
{ 50-74 26.2 Oieae 
{ 74-100 54.8 47.0 | 
| Oe aan 100.0 OOo) { 
_ a PE 


predominant. The remaining 15% were evenly split between 
services and a combination cf 2ll th 
general agreement between both groups of respondents on this 
‘question. 

Mile swerOn regdce ding predoninan= ype of Contract 
resulted in the largest disparity between the two groups, 
ani was generally regarded as the most difficult question to 


meemwes. AS can be. seen in Table II, however, both groups 


ered aL 


Predominant Contract Type Used 


NT 
| Con cace COnessecCror GOVErNmMent | 
Type Response Response 
i (percent) (percent) | 
| FPT Soa onl { 

CPIF Zo ilies | 
{ CPAF a5 11.8 
| FFP 2326 11.8 { 
| Other ae 2a0 | 
Loan 100.0 100.0 { 
ee 


34 





(D 


selected Fixed-Price Incentive (FPI) most frequently. Th 


differences can ke explainad in part by the fact that 2 good 


iD 


humber of the companies had contracts with federal age Ss 
cael 


iD 


Nes 
other than DON, and in part by the spontaneous nature of 
methodology discussed previously. The "other" category 
represents those respondents who fslt *that no one contract 
type was predominant. 

When one considers the highly technical complexity 
of DON major weafon systems, it was not surprising to «he 
authors that the majority of the respondents considersé 
technicel competition as the best description of the nature 
of theiz competitive environment. Both groups perceived 
technical competition as predominant, with only 14% 
Petsecolrg non-competitive 2nd 25% choosing pric2 competi- 
tion. The fact that 86% of all DON najor weapon systen 
contractcrs function within a competitive environment is 
encouraging. 

in summary, che "typical" DoN major weapon sys* 
Meher ac ce Can be described as a large, production-oriented 
Meeporte+ On, producing primarily for Government sales, with 
Meeeevern MLX Of Capital ani labor, utilizing the entire spec- 
memos contract types, within a highly competitive 
environment. The next section discusses the motivation and 


meeeme2 v= Zatior of this “ypical™ contractor 


iD 


Bees mousesy Con ras ual Goeis ani Obie 


ctives 


Siamec= Th edascuscssd <i> importance of Eirst identi- 
fying organizaticnal goals and objectives when attempting *o 
Mimmuerce Or explain that organization's behavior. 
Following this theory, major DON contractors were asked in 
Mmiestion 2 of Section If to identify the top three contrac- 
tual goais or objectives which motivated them +o seek and 
perform a recent Government contract. Responses to this 


question were classified into three distinct categories: 
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ee nancial Objectives. These are objectives that, if 
achieved, would improve the overall financial 
Tce OUmOree ie farm, sand inclhude potential fcr 
improved cash flow, additional profit and increased 
return on investment. 

2. Strategic goals. These goals refer to the long-range 
company objectives. These goals generally are estab- 
lished by corporat? management and provide the firn 
with overall direction and guidance that influences 
the development and attainmant of short-term goals 
and objectives. Examples include company survival, 
Gempany sqnOw-en, develop 4 long-term contractual reia- 
tionship, increase 2Fr maintain market share, and 
develop cr maintain the workforce. 

Deere pUceat2Oon Ob Vect: ves. This category of contractor 
Gpqeceives Desers €O Maintaining or enhancing 

Somrmece Gan Mage. PrCV= ding» 2 good quality produc, 

enhancing public image, and 2ansuring on-time delivery 

are examples of reputation objectives. 
Table III displays contractor and Government 


meeponses to guestion 2 of Section II in the survey. Note 


f-? 


tome 44,46 CL all of the rzon*=ractor S and sbjectives 


UW 
oo 
Lj. fv 
(1) 


pmerv2 ded, fell within the strategic Eames COOL Y, With 


financial and reputation objectives 
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24.6% respectively. When the number 
tive is reviewed separately, the gan between strategic and 
financial objectives increases, with 45.2% of the con«+rac- 
tors Claiming their number one contractual objective to bs 
Beeeteg:c in nature and only 28.6% ijantifving a financial 
objective as their prime consideration. Governnent 
personnei placed much mors emphasis on the contractor's 
Semameial gcals than did the contractor, with the Government 
Biman yeng 40.2% of all contractors goals as financial. 


This fact is better displayed by comparing both Government 
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TABLE II 


Contractor Ibjectives 








_— © a ae 
| aE Ee cele IV | 
| Object. Group Kr. Govt. Kole GON. | 
| es 30.9% 40.2% 280 © Hu 2% | 
| See 44.1% 42.1% US. 2% 50.9% | 
| Reputation 24.6% Ved 26.2% 8% | 
| 
| Total 00.0% 100.0% 100.0% 100.0% | 
Note: Columns I and II represent percentades of | 
| respondents who identified the objective group 
as ore of their top three eect ves. Columns 

figeand IY te resent percentages of respondents | 

who identified the Ne oc. vemoroda as their | 
| humber one objective. | 
= aS ee nee Ee ee a ae ee ees cee aioe ae Raat ne <AMiniei nina inion aigieaael 
and contractor pees aoueei= NUNb=r one contractor objec 
Maves. Fonancial objectives were idantiftied by 44.2% of the 
Government personnel as <h2 number on2 contractor considera- 
tion, while the contractors named financial goals number one 
Bmey 26.6% Of the time. Almost equally important *o “he 
S@ycractors were its reputation objerttives. Objectives in 


jmaes Ca-egory were listed by the cont 
while only 5.87 


time, 


fied reputat 


A more detailed examination >= 


Government 


several 


Sme contractors ana 


Gea -=ractors 


Ot 


Hemp chjectives as number one. 


interesting 


' number 


percertions of con 


fn ceanes 


One objective. 


meme cO the contractors, 


Was the reputation object 
followed ciosely by strategic objec 
pme@mcOMmDany grow~h. 


surveyed perceived ea 


The 


Lae eNem Dt @nrone 


and tied for 
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AS shown 
Goa Dros 2 = 
HOwWever, 
number one at 
tives of 
Sige 1 on Ore 
Diao Vv 2iGanG 
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Beet Or 256.5% Of 


*~he Government 


cy and 


equally 


“he 


tractual objectives reveals 
SeeLaoles [ys 


she Government f2ltz = 
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Cue morepaovndeandra Good product, 
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TABLE IV 


Relative Ranking of Number one Contractor Objectives 








ee eee _ DIMM MEGA <i os. 2) = 
| | 
( Contractor Responses | 
| e ° 
' Rank Objective Percent f 
| (see nots) | 
{ 
1 Prone t /RO i Oraec | 
1 Provide a good pagaue® 26.2 
} 3 Company surviva aoe 0 | 
4 Coneaeny Jro@ch Nira | 
5 ieverep Long=term relationship o> | 
6 Giese. CONnt => 2.4 | 
| | 
| | 
| Government Responses 
; | 
Rank Objective Percent { 
(see note) | 
| re | 
| 1 Peoric/nOL  . 36.95 | 
Z Company survival 20.6 | 
3 Increase mazkst share 14,7 
4 Ccempany growth Siaeo | 
| 5 Increase cash flow. . 3 Se, | 
i 5 Develop néw capadiiitiées a5 8) { 
| 7 Provide a good product 8 | 
| lowe 2 omGcOlllnerepkesencts Ens percentage of 
respondents listing these objectives as number one. 
| 
| | 
ee ie a pA ee Wa te Tee 
company survival, or comvany growth as «h2 number one 
contractual objective was not surprising. In the words of 


one Defense contractor corporate officer, 


"They oes Oe OMpiecesv=s) gaz > SO clossi 


mmuerrelat~ed, it is difficult +o rank one above the 
Sener Or cla=m to have ane objectives without the other 
Emcee. we'te all in this business t> make money... SO to 
Say DEOfies 1S Not a ee ae obj2zctive would be wrong. 
But it 1S not the only objective... Of course we want 
PMevive aNd Grow. Buc Without 32 good reputation and 


adequat2 profits we are out of business. All four, 
eonpany survival, company growth, Deore: =) = Compa = 
Mees ceDllicat= On, ANd PrOJE2t are perimary objectives on 


2 @ 


2ach and every Government contract. No one sbdjective is 


More important than the otker." 
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DicmGcOverimens On che Oth=sr hand, perceived profit 
WoMmocethe Pritlany GCntractoOr ob jective with 38.3% of the 
Governmen* responden*s listing profit/ROI as number one. 

Mie contractor's reputation objective of providing a good 
product received a number one ranking by only 5.8% of the 
Government personnel interviewed. Since this objective tied 
[Mae pEOrtt £Or: she top spot in the sontractor poll, it 


would appear that the contractors ars much more conscl 


ct O 
a: 7 
(D 


aware and concerned that the company reputation is on 
line with every single contract. 

These findings on Sovernment and contractor opinions 
memGOntEactOr Ob-ectives generally support the findings of 
MmPomAPRO Study. That Study also tound that providing a qsod 
product ranked number one to the contractors, while ranking 
seventh among the Government employees surveyed. Preftit was 
alsc found by APRO to be the number one objective according 
to Government opinion, while it ranked fourth amoung 
Eememracee re Helow providing a good product, maintaining a 
memg—term relationship, and improvirg cash flow. ({APRO, 132) 

Disparities betw¢e2n Government and industry percep- 
tions of contractor objectives discussed above can be parcz 
of the reason for the ineffectiveness Or existing DoD incen- 
memecGOlceacCcing policies. Additionally, this study locked 
fomooth parties" perceptions of Goverament contractual 
objectives. The next section discusses the findings 


concernirg this element of the contractual relationship. 


3. Governne 


ic 
Erie “om <M eS ee a ee eee SS SE a ee 


Question one of Saction II in both *he Government 
and contractor questionnaires identified the three primary 
objectives of the Government on any contract as (1) 
obtaining a fair and reasonable price; (2) on-time delivery; 
and (3) meeting the specifications of «he con*ract. Each 


respondent was requested to rank the three Government 
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objectives listed above according to *heir perception 9 


t 
Government's pricrities. Responses were tallied, averaaqed, 


TABLE V¥ 


Responses on Government Objectives 


| 
| 
| 
| 
| 
| 
] 


Objective Government Ereusce > 
Avg (tank) Avg (rank) 


Obtaining a fair and a 
reasonable price Bade 1 3} Neos enec) 


On-<ime delivery BeelB. AZ) 2-64 (3) 
Meeting the specifications 1.38 (1) Vacoreore 1) 


i ee ee eee ee ce ee oe 


pe 
| 
3 
L 


and the results are displayed in Tabie V. 


Both Government and contractor personnel feel 


emoengiy that meeting the specifications of the contract is 
the most important objecczive of the 3overnment The 
Government believes that on-time delivery is second nost 


mmpercant and that price is least important of the three 
objectives ranked. The contractors believed price was 
second most important to the Government and delivery <hird. 
The questionnaire results io indicats the Governmenz does 
Maye cetini=s priorities =f9T its objectives, and that it has 
feg@memclcar ~O industry that mesting she specifications is 
Mea 2mpecrcant. However, industries! perception that price 
is more important to the Sovernment than on-time delivery is 
not in line with Government desires. The Business Financial 
Manager on one of the Navy's major we2pon systen projects 


commented when reésponding to this question: 
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Won: Obgeceives @ieenis pra ject are first, nec 
the specifications; second, on-time delivery; and thir 
fair price. But it_has_ been my experience that so muc 
emphasis has been placed on precluding, cost overruns, 
that conceivably, cur objectives have been misread by 
Sir COntlaccor s. " 


This misreading by industry (2r mistransmission by 
the Government) could also explain, in part, the verception 
Meeancent- ve Contracting is not working. If the contrac- 
tors perceive price to be more important than delivery, «he 
delivery objective will, if necessary, be traded off to 
achieve meeting both the contract specificaticns and price 
objectives. However, had the true Government objectives 
been made clear, perhaps 2 different course of action would 
have been pursued, and th2 contract performance ultimately 
deemed good. 

These results also support the findings of the APRO 
study [Ref. 2]. 


An incentive is anvthing which will improve a 
contractor's motivation «5 perform. Many methods or incen- 
tivizing Government contracts have b2en employed over the 
years. In an effort to gauge the success of these incer- 
tives, Governmen+ and industry respondents were asked to 
Meee and rank the top thr22 incentives (in terms of effec- 
tiveness) which have been utilized on their recent 
Government contracts. Table VI displays the results of this 
question. 

The incentives néntioned by the respondents were 
Categorized into three groups; contract-type incentives 
femGenelVazing through a particular rtontract pricing 
meen gement= @€.¢q., incentive fee contracts, award fee 
Semeracts), CONtzact-provision incentives (those incentives 


Momeen Can be the result of a particular condition or clause 
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TABLE VI 


Survey Responses on Contractual Incentives 


| 
; 
2 


Incentive SoneEe ce Or Government 
percent/ (rank) percent/ (rank) 


ne CONtract=- type 


Incentive fee contract x 
Award fee contract 

Bee Poo Ggldactaple contract 
Appear ote G00. rac. tyYDe 

ie Con: barer 

Tora 3 


4928 3} 


- Wwl~J © 

(27 «© 6 6 
—N hI NK) O% 
(Num § § —»NO 


wo 
e 


Gene=ac. ErOV=isions 


eu LO rst o% 
Improved cash flow 19. 
Monetary loss for poor 

per formance 
EPA clause - = 
agree 1 eo 3 


COM 
Ne 
NS 
a 
—_—b 


t 

i 
OeN OO 
EOO ~j~) 


(‘@) 
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EMeaea con zracilial Drovisions 


Capital Investment pro- 
Seerlon by Govt. 1 
Guarantee of futures 
business 
Evailuétion cf past 
erftormance 
Good working relation 
Horg <c=nn Eundecdc contrac 
Source of RDT&E funds 


Ore 3 


(3) 
(ea) 1 


Rt 


(4) 


DWE Oo —_ 
eeee 


Oo’. £2hI@0o. Ui = 


8 
ED el ED eet SE Ae ED eee nines ee eats ED ee ED -eep A re eee OE SE ett ED ey SD ee == ee Lage te ec, ee ee 


eee esc cht ecelunns represent Percentage © 
Gents that identirtied the incentive as one of 
top three. 
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| 
| 
| 
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: 
Eoueuntt 


[ cece OE ces EO iciciy I OR iy es A ye el peli a 


BememeGONtToaAG.= €.90., improved cash flow, high profit, and 
EPA clauses), and extra-contractual itacentives (those incen- 
ees NOt Speciiically provided for within the contract- 


@.g., capital investment protection, and evaluation of past 
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performance as a source selection criteria). On ar 
aggregate group basis, both Government and industry 
responses were very similar. 34.1% 39f *he contractor incen- 
ives mentioned fell into the contratt-type incentive 
category while the Government had 35.4%. Contract provision 
micentsves accounted for 29.3% of ths con*+ractors! responses 
as well as 30.4% of the Government's. Finally, the ¢xtra- 
contractual incentive provisions wer mentioned as "top 
three" incentives 36.6% ani 34.2% of the time by contracto 
and Government respondents respectively. 

This aggregate Similarity is scmewhat misleading 
Muse three most frequently nentioned sffective incentives by 
@MemeraccOrs are in order of oriority, as follows: (1) incen- 
tive fees: (2) improving cash flow; and (3) Government- 
provided capital investment protection. Guarantee of future 
Pis=ness and high profit ware both fourth on the contrac- 
torts list of effective incentives. The Government, 
however, respondéd with the following: (1) incentive fses; 
(2) high profit: and (3) award fees. Improved cash flow and 
guarantee or future business, both were mentioned 10.7% of 
the time by Government respondents which tied them for 
Beech. Both parties agreed that incentive feas, improving 
cash fiow, guarantee of future pusiness, and high profits 
are effective incentives. However, 2 


, which ranked 


W Ss 

marta or the Government's List, did not appear until sixth 
meee Contractor list of affective incentives 

tha contractors surveyed tanked Gcoveran pi 

Ment vrotection *hird; while the Government, apparently 
tninking it less effectiv2= as an incentive, tanked it 
eighth. It does appear that monetary reward incentives 
Meegh ProLtt, incentive £f22s) and risk reducing, extra- 
contractual rewards (guarantee of future business and 
Government vorovided capital investment protection) make 


emec. lent contract incentives. 
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This finding substantiates the results of the APRO 
study in this area. However, the APRO study identified f 
and equitable contract, guarantee of future business, 
program continuity, and appropriate rontract type as the 
four strongest industry iacentives. Guarantee of future 
business, program continuity, profit, and fair and equitable 
contract were identified by APRO as the four most effective 
tjncentives in the Government's opinion. [Ref. 2] 

The differences between this study and the APRO 
research findings can best be axplaiaed by the differences 
in survey questicnnaire design. The APRO survey provided a 
list of possible incentives which were to be rank ordered 
based upon effectiveness. It was the intent of our survev 
to solicit spontaneous revonses without biasing the answers 
received. Incentives like fair and equitable contract and 
appropriate contract type 2ppear in the APRO study as impor- 
tant incentives only because resvondenzts selected them fron 
meeroopsng List", They 2re not, in the opinion of the 
authors of «his study, 2ffactive contract incentives because 
Mme COMtzactor is not consciously awars of their existence 
Memencertives., They do rot improve a contractor's motiva- 
mon ©O perform. This is not to say however, that they a 
BeEemmeOCr cont ettsi butes Df a good Contract. In fact, the 
absence of a fair and equitable contract or existence of an 
inappropriate|e contract type, will undoubtedly negatively 
feeseeu che CONRtrEecCtor's motivation. These factors ar 
called contract disincentives and are the subject of «he 


mext section. 


mee COneract DiSsSincentives 


Numerous Government actions, policies and reguia- 
mons have tended =o serv2= as di es to Government 
MmemctractCcrs. In an effort f these disin- 


i O 
centives, industry and Gover rsonnel were requested 


Gu 





womracentucy the top thr2e contractual disincentives tha+ 
confronted their company (or in th2 Sovernment's case, the 
company with which they did business). The following 
comment was typical of the responses received to the 


question. 


NOvenmcecMacz On, OVem ESguleétion, oven regqula- 
tion." -Navy FCO of a major weapon system project. 


This was undoubtedly the sasi 


» 


Steegues.-ome ror book 
Sample groups to answer. Table VII provides @ summary of 
mn] findings. 

The disincentives identified were categorized into 
Metre oes:c groups, {1) Bureaucratic-induced. Those factors 
Rete pi. COMtzract pertotrmance attributable to a “cost of 
doing business with the Governnent", (S.g., excessive paper- 
work, Over regulation, government intartferencs); (2) 
Bemanmcrsal disincentives. Those factors that may impact 
Meagageavety On a contractor's financial posture, ({(e.g., 
unallowable costs, weight2i guidelin2s, Government precccu- 


Bee20n With low price); (3) Factors due to poor Governmen= 


a 


planning. (e,g, Program instability, inadequats Gives te, 


ea 
excessive number of contract changes); (4) Soversiaqn- 


{-!- 


induced. Those disincentives resulting from programs estab- 
lished by the Government =o promote 2cOnomic and/or social 
Belac-es Of the Nation. (2.q90., Socio-economic programs and 
Government emphasis on competition). 

Oyea malt (50.1%) of a 


ie cantives mentioned by 
Mmmor cONncracztors ffeil into zhe b 


GS 
{24 
te 

& ) 
t 
= 


Wich caes=ec-ancuced Ca=eqcry, 
Mern pocr planning, soveraign- induced, and financial disin- 
centives representing 19.9%, 15.1% and 12% respectively. 

The Government also felt =he bureaucraticw-induced disincen- 
tives were the predominat2= problems followed by financial, 


poor pianning and soversign-induced iisincentives. The 
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TABLE VIft 


Survey Responses on Contractual Disincentives 


| | 
| | 
i Contractor Government | 
Disincentives percent/ (rank) ee Sre (ee 
| 

| Ae Bureaucratic-inducsi 
Suez cregqula=10n Zee ee ()) Nae cM) 
Government interference lied {7 Dare 6 | 
EXCESSive paperwork Ve 4 4 1227 {4 
| Undue delays - - 120 3) | 
| Oe at Oe | a2 25 | 
{ 
| Be Financial | 
| Weighted guidelines Ze (10) Gan a | 
| Pecimecn Gaperal protss tion = = io sie 2 
| PMeece tech cneaweth Wow price 5.6 6 ug 8 
| Umea slewaple costs 3a 8 Ba g 
! beekwer UD-fronc Euniing ao 12) Se 9 
| Total 124.0 20.6 | 
{ 
| C. Poor government planning | 
| Program instability lee (5) iio a 2) 
| POOT specs/excessive | 
| eenerac. Cha 1GeS Zia ay rae (5) | 
Inacequate lead-tine EO 6) orn es ae 
| | 
| Total es 226 | 
{ 
| 
| D. Sovereign-induced 
: ; ! | 
{ Soclo-economic requirements 14.3 {3 Loe ao) { 
| Emphasis on competition 3 2) - - { 
| Ota dL Noe Vie 4. { 
{ 
| 
: ae «6 her | 
{ 
| maeGiweor CON tracztal ralatzon 3.2 {8) cee a) { 
{ 

| mot 4 I Src a9 


ht bercentage of 


Note: Percent columns repress 
SG ie eds ncan=7Ve as 


respondents that identifi 
ene Of enelr cop three. 
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Generac or persommel cited over-regulation as the primary 
disincentive. This was ciosely followed by Government 
interference, socio-economic raquirenents, excessive paper- 
work, and program instability. Go Seno 


vercnment over- aetna 
was also cited most frequently by Government personnel 
surveyed, followed by program instability, socio-economic 


requirements, and excessiv2 paperwork. 


iincenmeeve COlerbactang! ~ you want <5 incen- 
tivize me, leave me alone and let me run my derense 
business Like I Run My commercial business." -=Directcr 
See Cont tacts, mayor defense contractor. 


Whete this Cemment refiects the opinion of many of 
the contractors responding to the survey (Government inter- 
ference ranked second from the top on the disincentives 
ieaes), Government personnes! only ranked Government interfer- 
alesse a2 tis for sixth. Since +he sther major 
Mesencen=ives Cited by contractors appeared equally high on 
the Government's list, we can assume chat at least the 
Government is aware of these problems. However, the 
Government apparently is unaware that interference is viewed 
é€S a major contract disincentive and nay be negatively mozi- 
meme 26 CONtrector. The finel settion of this chapter 
discusses some of the opinions of «ha respondents as to how 


zhese problems might be ov2rcome. 


6. aA Better Way? 


The purpcse of the final question in «he survey was 
memerovidae to =~he respondants the opportunity t2 state their 
Opinions concerning ways to better motivate Government 
Beieeeaccrers through the atquisition process. The authors 
meee. WAS important to leat the people who function so 
closely within the svstem 2xpress s=heizr views on the 


subject, despite the subjective nature of the question. 
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Because of our commitment to non-attrcibution, the responses 
will not be presented as quotable material, and the 
analysis, like the question itself, nust be considered 


Sub jectaive. 


The responses can pe grouped, in general, into one 
of two distinct, yet related, categories: (1) eliminate thea 
Bestors Tdenciried as diszncentives; and (2) actively imple- 


ment the Defense Acquisition Improvenent Program (DALP). A 
large number of the respondents answered question five w 
Poo ce Xk Guesezon LoOur", meaning, Of course, to elini- 
hate the prcbleme which th2y had just identified as 
@escencentives in responding to question four. Additionally, 
several of the respondents, during a2 general discussion of 
their opinions on the subject, reiterated their disincen- 
tives. If, for example, they had responded with program 


mmo cabilaty as one of their top thr 


(p 
(D 


disincentives, they 
would also identify increased progz2an stabilicy as a means 
Pee tcer MOtivating che contractor. The-fact that the =vo 
questions were asked successively nay have influenced, +o 
Some degqree, the train of thought of the respondents. 
Baetiea cinple, “Push the Catiucce: co eee io ar 
half-hour dissertation on the benefizcs of muiti-yea 
Meectrement, it was obvious to the au*~hors shat the vast 


Majorizy of the respondents viswed the DAIP as a key + 


O 


improving the manner in which DON procures major weapon 
systems, and therepy improving the motivation of its 
contractors. With very few exceptions, nearly every one of 
the initiatives was mentioned at lsast once during “he 
seventy-six phone conversations, and ne 

mentioned at least cne of the initiatives. A rcaview of 
Table VII reveals a better than 90% cor 

disincentives and the problems idenzif 
Thus, aithough the two categories iE 

mes 20h dre definitely distinct, thay are also definitely 


related. 
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Finally, one frequent response which does not really 
fit into either of the above categories was to structure the 
federal acquisition process more in line with commercial 
procurement practices. While this concept can be debated, 
at some length, a ccomplet2 discussion of this subject is 
considered beyond the scope of this study. Instead, <«h 

= 


a=’ 


"oO qt 


authors suggest that this topic might be worthy of as 


mace research effort. 


De. SUMMARY 


The Mair focus Of this chapter has been to reflect the 
major opinions of both industry and Sovernmen= personnel, 
regarding contractual goals and objectives, incentives and 
disincentives. This was accomplishei py examining the 
responses to telephone interviews conducted by the-authors. 
During these telephone intarviews 2 tailored version of the 
MpROequestionpaize was administered fRef. 2]. Additionally, 

n op 


respondents were ariorded 3 


ro 
O 
If 
cl 
c 


tie Veo DEOv.de sugges 
tions on how the Government couid better motivate it 
contractors *hrough the acquisition process. The resporses 
to each of the survey questions, wher2 applicable, were 
SumMarized in tables or narrative torn. Chapters V will 
utilize the data analysis presented her2 to draw conciusions 
and make pertinent recommendations. 

bamewry, the authors attempted £2 correlate she on 
categories of the demographic iata with the responses ¢ 
other survey questions. fhe purpose of doing so was “*o 
determine whether or not the differences in the nat 
rei 


She nature of the goéls and objectives, motivation, 


ry} 
(D 
ea eo 
Q «6 


(p 


Memimacron'S Obgan zations would yield diffe 


incentives of the various companies. The results o 


@ Fh 
ct 


effort revealed no Significant differences, and wer 


Bee] NOt presented in this teporc. 
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A. CONCLUSIONS 


1. The range of factors which motivate DoN major weapon 
system contractors is both large and #xtremely complex. 
These factors not only vary widely between organizations, 
but are also differen+ among the various levels of manadge- 
ment in any one crganization. The Government perceives the 
short-term monetary objectives such as profit, cash flow and 
ROI to be the key motivators. The contractors express more 
interest in the long-term strategic »bjectives such as 
company survival and growth and the reputation objectives of 
producing a quality product and ensuring proper performance. 
Bern Da=ties agree, however, that profit is ons of the key 
meerors, and «nat incentive fees which can result in higher 
Meogtits are an sffective means of motivating the contractor. 

2. Like the Army Procurement Research Office (APRO) 


Study cited previously, the autnors could find no comprehen- 


| 


[Mipen ra 2e=aclte ch the subject cE Government contractual 

objectives. The authors, therefor2s, assumed that a fair and 
reasonabie price, on-time ielivery and meeting the specifi- 
b 


Meerons of the contract were the prinary objectives of th 


iD 


Governmen*, with such other factors 2S socio-economic objec- 
tives, maintenance of the industrial base and enhancement of 
competition beings secondary objectives. In tesponding to 
this question, 100% of th2 respondents concurred with this 
assumption. 

PEeec=peet tS =he relatave praoria#y of these three 
BeamMary cbhjectives, there is little ioubt that necting the 
specifications is number 21¢. The disparity between the two 


Pame2eS concerning =he other two cbjactives should be cause 
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Bmmcouwel.detablesconcerne, Given a Situation in which the 
Sentaaeeor must "trade-off" objectives (e.g. incur extra 
costs in order to maintain scheduls), the Government must 
Misure that it has ccmmunicated its priorities clearly. 
Mecordsng <O the results of this stuiy, such clear ccmmuni-~ 
cation is not always happening. 

3. Both industry and Government perceived monetary 
rewards such as incentive fees to be the nost effective 
types cf incentives. Industry, however, saw incentive 


f£ 
more effective than did the Government, which -:jdentified 


Meg proLits, Such as can be achieved on Firm-Fixed-Price 
(FFP) contracts, to be th2 most effective. The perceived 
effectiveress of incentive fees is suprising when one 


considers the many reports which show no empirical evidence 
Semecnsc (Ref. 19], Not surprising however, was the 
perceived high degree of effectiveness within both groups 
regarding improved cash flow incentiv2s. Mos often named 
were such programs es flexible progr2ss payments and mile- 
eeeome Diiling. In times of high interest rates and 
anctlation, such programs are essential for the survival of 
Major weapon svstem contractors. 

Second in verceived relative effectiveness among both 
groups were the risk-reducing types of incentives such as 
Capital investment protection and long-term funded 
Semcrac-S. While both groups ratei this category, as a 
whole, almost equally, industry saw capital inves<=menz 
protection as more effective than dil Government personnel. 
Both qroups were very optimistic about the potential effec- 
tiveness of multi-year contracts as an effective type of 

Ben t Vice = 

4. The majority of the factors identified by the sample 
Mepieatlcn aS disincentives- or, factors which inhibit good 
contractor performance=- are generally beyond the control of 


DON personnel. These include such factors as over 
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Boqmeaclon,  SsO0czc-ccOnomic requirements, unallowable costs 
and Cost Accounting Standards (CAS), which are mandated by 
Congress. The tcp thres vote gettsrs, however, ie ewe Oni G l= 
lable at the DoN level and should be dealt with. Excess 


Government interference and a paperwork are the 
result cf over-management of the system, which probaply 
moentrts, in tirn, Eprom the mistrust inherent in an adveér- 
Sarial contractual relationship. Better management 
practices at every level within DON could eliminate these 
factors. Program instability, while partialiy «he result of 
such Cengressional actions as budget cuts and poiitical 
meeetagnct2rg, 25 more the result of poor long-range planning. 
A well-planned program, which fits into a good long-rang2 
feneolan £Or mission accomplishment, #s difficult for 
Congress to eliminate. The fact tha= both groups identified 
essentiaily the same disincentives in pvroportionately iden- 
mecl ceqreces Of concern 1S a good indication that both 
groups are equally aware of th2 probiems, which is ths first 
mop ~OWaerd corré«cting them. 

5. Analysis of the t2sponsés to the question concerning 
wayS to bet*er motivate con«ractors leads =o *wo major 
Semciuscions. Fizcst, both parties ar2 convinced that 
Str2Ving to reduce the impact of the disincentive factors 
feeeleechieve better contractor motivation. 30th parties 
perceive this to be more important than concentrating on 
more and/or better incentives. Second, both parties 
perceive the Defense Acquisition Improvement Progran (DAIP) 
aS a viable means of achisving this joal. As nentioned 
previousiy, both of these concepts are very closely related. 
On the whole, the DAIP is a2 program aimed at correcting the 
Many problems associated with the federal acquisition 
program, many of which our sample population identified as 


@emrcractual dis2ncenzives. 


ie 





6. In view c& the methcdology with which the survey 
Sample was generated (e.g., Government personnel provicing 
mimemaceor OOLnt= Of contact), it is the authors’ opinion 
that the Government personnel are not as familiar with, cr 
knowledgeable of, the contractor's organization as they 
should be. The authors had expected 2 much closer match 
between the two groups in their responses to the demographic 
questions. While this is a very subjective conclusion, it 
meeprobable chat this failing on the Government's part may 
Bewcontcibuting to the inability to mot2 effectively moti- 


eae t= Contractors. 


Be RECOMMENDATICNS 


fee DON Should develop an acquisition policy which 
features not only contractor ability in preaward planning, 
But aiso contrac*or motivation. Desoite the complexity of 
the subject, a determination of what drives the contractor's 
behavior is essential to such preaward considerations as 
myee OL contract, pricing arrangement and actual negotzia- 
tions. One suggested method of achieving this wou 
mierrde a Survey Similer to the one utilized in this 
in all preawerd surveys. For large, major weapon sy 
contractcrs a periodic survey of ail levels of the c 
management would be approoriate. 

PeevoursnOuUid adetively support che implementation of 
me initiatives which comprise the DAIP. To date, only 
thirteen of the thiry-two initiatives have been implemented, 
@meluding only three of the twelve which specifically deal 
Ween CONTLaActor motivation and contract incentives 
[Ref. 21]. 

3. It is recommended that additional research be 


conducted in the following areas: 
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a. Government contractual objectives and their effect 
SGilcade Os MOLL Vation. 


ee eeepc son MUlCo Svea procurement On cContreéctor 
MOtTiIVatlon. 


Cemeeceltia ll Or urestnis tUring the federal acquis<=ion 
process more in line with commercial practices, and the 


Bessa ble effects on centractor motivation. 


On 





SURVEY 


A. GOVERNMENT QUESTIONNAIRE 


Pome cOnuracre ¢ 


Demogrip 


1. How large is the average firm with which you do business 
in terms of number of emoloyees? 


eee 100 

Oe lig 00 
cee) Ole 910-7000 
d. > 10,000 


ee The a eed process of th 
meen you cO DUSIness Can Dest be descrip 


ae Capizval La 2ensive 
Db. Labor intensive 


c. Balanced between capitai and labor 


Beeetbnat percent cf their total business (sales) is for 
Government contracts? 


ae < 10% 
b. 10 = 24% 
Gum 49% 
ad. 50 - 74% 
e. > T4% 





u, What is the primary emphasis of their Governmen= 


business? 
as 
Db. 
Cre 
de 


ea 
ae 
on 
Ce 
a. 


ex 


Basic RDISE 
Production 
Services 


Other (explain) 


What TcecnemeEbeaOMinans CGORtract type utilized by your 
ce? 


een 
GP aae 
Clad 
icpeue 


No Single preiominant contract type 


6. How would you classify the competition of the average 
eeem With Which you do business? 


Ae 
D 


2. Questions on 


Non-compatitive 
Price competition 
Mechnace compet. cion 


Other (explain) 


Tt is generally accepted that the Government's three 


72 
primary objectives on any contract are: (1) a fair at 
ae, 


reasoneble price; 


(2) on-time delivery; and (3) mee 


pect r1cations of the contract. Rank each of these fo 


their perceived relative importance 29 you. 





8. There are many contractual goais and objectives which 
serve to motivate Government contractors. What do you 
perceive +o be the top three goals and objectives of the 
firm with which you do business which motivated them to seek 
and perform the contract you are curcently administering, 


and what is their relative priority? 


9. Many methods of incentivizing Government contracts have 
been employed over the years. What do you vercéive <o be 
the top zhree incentives (in terms of 2ffectivensess) which 
your office has utilized racently, and what is their rela- 


Bave priority? 


10. Numerous Government policies, regulations and actions 

have tended to serve as disincen 

tors. What do ycu perceive be the top threes 

Meee emceitives Currentiy confironting =the firm with which you 
h 


el Ver Or Ors ¥ 2 


4 
D 
+ 


do business, and what is ¢ 


ieee in your opinion, how could the Sovernment 


D 
fee lcs CONMtractors through the cortracting process? 


DT 





B. CONTRACTOR QUESTIONNAIRE 


1. Contra 


ih 


1. How targe is your firm/division in terms of number oc 
employees? 


2. 1 - 100 

Deena —=,010 © 
Cao 1 — 10,000 
dee 10), O00 


2. The basic manufacturing process 2f your firm can best be 
descrivoed as: 


ae Capea d) 1ntensi ve 
De. Laber intensive 


Geeocwaneced between cap. tel and labor 


Bemevneat percen . cfr your *.tal business (sales) is for 
Sercornmehnt contracts? 


ae < 10% 
b. 10 = 24% 
Caco). - 4a > 
d. 50 - 74% 
See 


4. What is the primary emphasis of your firm's Government 
business? 


a 
b 
Seer OSE V2ces 
d 


- Other (explain) 
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B. Whet iS the predcminant GQpesace £yYyoe Utltazed i: your 
Governmen*= business? 
aa) eee 
DemeeP LF 
Caen EA 
dian bar 
eeNo, s2ngl= predominan= contract type 
6. ,_ How would you ciassify the Pe a LO) Pw your Liam's 7 
oy 5107" s Goverrment business 
Ae a 
b. Price competition 
Came ecnnaca. COMmpeticion 
iemOrnes (exp lain) 
2. Questions on Goals and Objectives, Incentives, and 


ies 


imary cbjectives on any contract are 


reasonabie price; 


Perie Catt ons of ther contract. 


meeoradi rg tO your perception cof 


8. 


soo VC 


There are 


perceive to be your firm’ 
objectives which motivatei you 


Government contract, and what 


a9 


It is generally accepted that th 


(2) on-time dielivery; 


many contractual goals 
=C motivate Government contractors. 
s/fdivision's 

to seek 


iS ch =! 


Government's three 


(D 


(ijt fair and 
and (3) neeting the 
Rank sach of these 


the Government's objectives. 


and objectives which 


Woat do Vou 
top three goals/ 


and perform a recent 


ce 
Meter eVe | DE2Orit Vy? 





9. Many methods of incentivizing Government contracts have 
been employed over the years. What do you perceive +o be 
the top three incentives (in terms of effectiveness) which 
your firm/divisicn has experienced on @ recent Government 


Sentzeact, and what is their relative priority? 


10. Numerous Government policies, regulations and actions 
have tended to serve as disincentives to Government contrac- 
tors. What do ycu perceive to be the top three 
Meaeencemtaves Citrently confronting your firm/diwision, and 


mMad= 2S <heir relative priority? 


11. In your opinion, how could the Government bet*er moti- 


Mmaeec 8-5 COMPS factors through the contracting process? 
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APPENDIX 8B 
EXCERPTS FROM THE DOD AND NASA INCENTIVE CONTRACTING GUIDE 


A. ADVANCED STUDIES OF INCENTIVE THEORY 


1. Extracontractual Influences in Government 


Total, unquantified views of motivating forces have 
assumed traditionally that the contractor considered the 
BoOlLlOWing ex=racecntractuel reward fastors as being equal or 
meteny qual to andividuel contract profit: 

fe Conpany growth 
New fields of business 
2. Prestige (reputation and influence) 
Retter public image 
S@Cial ep rzcoval 
National goals 
eo Poonam ay Cu LOltow-On business 
Transformation =9 commercial business 
ome Oc Li azazitcn Of available skills and oven capacity 

Mimeemmcon =racctial incentive is +o affect behavior, 
the values of the prospective rewards or penalties must be 
Greater than other rewards attainabls by verformance goals 
geared specirically to ths extracontractual rewards. 

The Government has been engaged in studies of extra- 
contractual influences upon organizational performance since 
mmme 1, 1967. Very little has been known up to now about 
Mme pehavyior of contractors’ organizations in relation to 
mew contracting Erocess. 

Organizations ar2 complex social systems, and 
contractors! organizations are composed of several smaller 

S 


systems which in turn are influenced by environments of 
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professional, functional, and individual systems. To 
predict the behavior of the larger system, the Government 
negotiator must consider two independent variables -- risk 
and information. Risk means contractual risk, and informa- 
tion means extra-contractual influences. Information means 
that the Government negotiator is knowledgeable about the 
desires of the centractor. While rizk and information are 
independent variables, th= relationship of the variables 
will effect bargaining behavior on the part of the 
Beteerdcsor end Should erfect the barjyaining behavior on the 
part of the Government negotiator. 

Risk invclves the input of resources, the time 
mmyolved, ~he competition, th2 cost experience, functional 
capability, the understanding of the commitment, and «he 
premiums to offset risk aversion. 

Information involv2es the amount of knowledge 
Bemeern=ng “he centractor's desires, the strength of desire 


memo nOl -Lun Prerics, and the strength of the desires to 


Survive, to grow, and perhaps to maximize long-run profits. 


The role of information in the development of 


t 


Bemerec. Objectives and in negotiation is emerging as an 
mmcerdepender: role in incentive contracting. Incentives 
may be defined as premises of reward or punishment contin- 
gent upon spéecifisd perfornances, but any performance 
environment is a complex area of intziracting forces, and any 


- 


given input to motivate parfcrmance nay have unintended as 


( 


well as intended consequences. Th2 rtontractor's expectan- 
cies, his desires, should be matched with the diztect 
fiemevactionel effects of an incentive structures to avoid 
duplication and +o avoid an unintended performance action 
because of conflicting preferences. 

tierce Cese Of NOst COR=ctracts, no one can insist 
Megecaliy thet proftit (with dollars 2s *h2 common dencmi- 


Mewes) 2S nOc the ultimat2= objective. Increased short-run 
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Protats dssitst 1h the attainment of the extracontractual 
Paget Each ors, atGsin tha 2#org run, she extracontraccual 
Pmeree=t factors Lead also to greater Spportunitiss for futurs 
Eror. cS. 

Many trade-offs ar= made in isveloping objectives 
Mere the proOtit and Gxtracontractual prefit operaticns. The 
+op manager may want a new production facility or added 
producticn capacity more than 2 new warehouse when ioccal 
warehouse space is available cnly undazr premium rental 
Send. tiors. Thus, the manager's decision is *> increase 
production capacity and innediate sales volume over a deci- 
Sion which might have been made in ordér to increase 
prestige in the market by increased saies, cr it might have 
been made in order to kéep potential competitors out of the 
market. The decision also might have been made solely on 
the basis that the salaries of the manager and the marketing 
Manager are based more on the volume of the companv's sales 
mien OTL the rate orf profit. 

IMC eEte war cont raccing St=uation, the 
u 


n 
Sem actor may be motivated to secure a contract because the 


=) 
wD 


meee Of =the product produced or t national ee = ames of 


@iemercor= under the contract will as 
Betmece engineering or scientific skilis, or may assist in 
the retention of key personnel. Increases in advanced tech- 
mMemocicail resources are also strong 2xtracontractual profit 
factors. The magnitudes of these axtraccntractual rewards 
May actualize profits in both current and long-run views. 
The reviews of th2 psychologists in their studies of 
extracon*ractual influenc2s cover th2 past performance of 


the contractor, as well as curren: 


oO 
(D 
4 
tty 
O 
| 
sj 
) 


With expected performance. The 


Ze 
psychologists deal with past performance: 
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"Past experience (reinforcement history) must 
include not only the dizect experisnce of the perforn- 
eGewbie als© Vicarious exper=encs. Response 
i= Voce tons sce oe Modttied by th= experience Of ovhers 
provided that the performer is awars of it and perceives 
t to be relevant to his own situation. The experiences 
58 others may ke instructive and may influence deci- 


sions. 


In discussing current status, the following view is 


expressed: 


"The momentary state of the pee OL NEE has impor- 
tance. It will serve +> define wha Serve as an 
mMmcentive for rerformance. By eases "6 PicmoOos= fOr nc, 
we refer to such matters as current needs, interests, 
meme-concepts, i.e., tO prevailin ations between 
current conditions and desired 2n ults, boteh 
internal and external. 


nw 


(iD (p 


Ce 


The psychologist, assisted by economists, business 
administrators, sociologists, and tha scientists speaks 
about expected performance under incentives in the following 


tenner 


Wincentives can be defined as promises crf reward 
OD punishment (penalty) contingent upon ees 
performances by both parties, Thus, an incentive is a 
Signal, evoking an ue re OneO Deon sos See eeea see 
ror PmMemOUrPOSsS Of Manz pu daciang perftcrmance. In usage, 


then, incentives refer to means-snds relationships, 
goals (ene cr paced reinforcements), and the means 
fPeoenelar ed PeLlormances) for their attainment, ae 
mene Speck Of "incentives" when the anticipation is 
reward and iieeeiceitaves When 2 -<s puntshment: ; 
however, penalty is the obverse of reward. Wnen viewed 
aS a signal or_message, the conten; of a promise (an een 
i jeeceplemily Geamana tO 4 Ccons-dezazion cf its. 

consequences, LO ceOncwat TAG sicotsu1ent ng the Magra +udes 
of the reward and the perfcrmance event in the tight cf 
Other parameters of a totai perfornance environment may 
have the functional effect of Senses nd meee. GiSin- 
centive in some other area because of Mi Vee Son AMY 

= VER inputs are likely to have ranified consequences. 
me IMpoOrrance of matching the incsntive both to che 
PreoeenscctsS Of a2 Supplz:e= and t> the consumption 


) 


perterences of a user begomes obvisus when the environ- 
Teme 25 2<O be Manivpulazsd by a contractual incentive," 


Pimeneowbenguage Of che cContraccing world, <=he review 


team has said that it is also necessary to weigh a given 
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PomeraGrumcelen Vemagainse OchSes available (actually or 
petentiaily). The value of an incentive may vaty as a func- 
Beonm Ob 2S relations with others in the same setting and 
may even impact adversely on performance under certain 


Gen adLtiors. 


What is at issue is whether the performance will 
occur because of the incentive or whether it wili occur 
anyway, under any type of contractual coverage with the same 
cost estimate. 

In partial answer to the issue, incentives should 
not be misapplied. The limited motivational ressources in 


feemep sori. POOL should be allocated £9 factors that car 
increase in value as a resuit of additional motivation. ff 
MmGentractor kas built a successful naztketing history and 
corporate image around an "on time" theme by alwavs meeting 
promised schedules, then it may be true that an additional 
incentive fcr schedule will be wasted. When a contractor 
has an cverriding long-range interest in a follow-on 
Peodram, ~hen a strong periotmance incentive in a Short-run 
development efrort may not be necessirv. 

Diem ener s rom somevOL the ex=racontractual 
influences accrue equally to the contractor and the 
Serer nmen=, +f the influences are identified and quantified. 
At the present time, we do not have the means *9 quantify 
Meme xXt lo acOmclLac~ual influences, but the identification of 
some infiuences can certainly add such adjective weightings 
as "strong" or "weak". We can also review the performers 
when we consider coporat2 behavior and individual behavior. 
fiem=axXxDeCta=10Ons Of the chief scientist and his desires for 
improved performance may override «hs expectations of the 
comptrolier of the organization and his desires fcr cost 


Gequction. 
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The recipient of incentives nust have control over 
Biemecesormance "wisch triggers the promised rewards or 
penalties. He must both be perceivei to have such control 
and in fact have it. If technical direction can override 
the contractual directions (even by strong influences on 
technical behavidg) *he performance incentive will not be 
fully effective. Countervailing motivations must still be 
considered, even in incentives which apply only to cost. 

When performance is “intrinsically mnoxivated, a 
contractual incertive message may be redundant (intrinsic 
motivation means the contractor or his technical personnel 
do something because they "want to do it", while incentives 
motivation refers to performance because «hey are "made =o 
femeee "ys Thus, @ Contractor with actual or even implied 
responsibility fer perfornance (the public may assume the 
contractor has accepted Eo sponses ry) 25 intrinsically 
Mee. vatea. When rick is-involved, this effect will be 


increased. 


Individuals cr smaller organizational systems within 
meee mcrdc sos" S tctal organization may eStadlish non-profit 


goals which are outside of the contractual parameters. The 


=nfluences for these gozls may be found in the contractor's 

overali extracon*ractual "policies." Some of these goais 

may be desirable, but only if they are identified and only 
ve 20 


a 
if the program can afford them When they aiso ser 
M@erease CONncing*ncies, they place a barrier in fre 
attempt =O Maximize profits. 


iieweonerac tO: wlil not (Cannot) Maximize profits in 


all parameters of a compartmentalizei multiple incentive 
meteeeaGce., Ine Contractor will not attSsmpt to "maximize" 
meee cs 2 an PPI contract. There 1s no profit limit in the 


n 
FPI, and to maximize profit would assume an attempt *o reach 
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Peron cate Ore co percent Of 40 percent based on che cost 
of sales. Public opinion admittediy and consciously plays a 
Paneer eee  SOGimainNcOntrol Of COntcact profits. Thus, 
maximizing profits in FPI contracts would always mean maxin- 
meng Within certain limits. Im the long run, this impacts 
on the ebility to reduce prices on follow-on contracts. 

The contractor may attampt td maximize contract 
Deeps ts et) ehe Negotiation table t5 sffset uncertainties, or 
even deficiencies in capabilities. At other times, the 
attempt to maximize profits at the negotiation “able may be 
@ technique to start with 2 higher bargaining position when 
the Government negotiator has not praviously valued profit 
parameters in accordance with the DoD Weighted Guidelines or 
fener OL:t factcrs. The profit budaet, however, «<#ill 
rarely reflect tke maximized profit which may be obtained at 
mao negotiation table. 

The Government negotiator can make effect: 
PeeenmOn—-pro=2+ gcais, the 2x<racontractual inf 
however, deep-seated inefficiencies ind unnecessar 
Memeci GOntsndency faczors nust alsa be identified along with 
mee xtzacontractuel influences. [ff all factors, pro and 
con, are identified, stronger cost incentives can be used to 
correct the deep-seated inafficiencits. In this way, 


Peyerizs will continue to accure t9 both the Government and 


(D 


Meausctry., Technically competent "prices analysts" must 
perform this type of evaluation when significantly stronger 
cost incentives are +o be 2mployed i1 the elimination of tha 
deep-seated inefficienciss. 

Automatic contractual incentives may be nathemati- 
mommy pertect, but will b2 imperfect in operation if the 
extracontractual influences are not weighted in some manner 
and used in the selection of cost ranges and performance 
BecrOrs. Multidimensional profit fastors shculd be alic- 

O 


Geted on the basis of the weights of the extracontractual 
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influences on performance, scheduls, and cost. This dces 
not mean a reduced profit pool-- the largest possible range 
of potential realized profit variation should be continued 
aS a negotiation objective. 

A final comment concerning the use of non-profit 
goals may also provide benefits for beth Governmen* and 
Pitustiy. SxXtracontractual influences controlled by indi- 
viduals (technical specialists) may 2dversely affect the 
Operations of otherwise efficient make-or-buy policies and 
staffing plans. An in-house technical hierarchy can influ- 
Bete-emomerel=raceC: £O agqgrand:ze capabilities to "gold-plate" 
performance, or capabilities for future performance, at the 
Pepense Of effectiveness On the instant contract. The costs 
BOE thiS are paid in the long run by both the Government and 
industry. Thus, some extracontractual influences may moti- 
fee direct inefficisncies. Sincs radundant incentives will 
perpetuate the inefficiencies, it ms 
these Situations that performance 2ffectiveness should be 
manipulated by the largast possiblé can 


Peet ict hrcough ccs= incentives. 
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